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DILF and researchers from the Department of Entrepreneurship and Relationship 
Management at SDU in Kolding conduct each year a number of mini surveys 
focusing on different supply chain management issues. Respondents to these 
mini-surveys are voluntary senior managers from various Danish companies 
represented as the Danish Supply Chain Panel. This article presents the results of 
mini survey which focus on cost-to-serve.
COST-TO-SERVE CAN HELP 
MAKING YOUR BUSINESS 
PROFITABLE
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THE DANISH SUPPLY CHAIN PANEL
SURVEYS OF 2017:
1. Digitalization in the supply chain
2. Supplier relationship management
3.  Supply chain mindset and orientation
4. Cost to serve
customers in different categories and/or cal-
culate the costs associated with servicing 
customers compared to revenues generated 
from them. A crucial part of servicing the 
customers of companies, is to gain knowl-
edge of the proﬁtability of these. That is, 
customers are different, as they each de-
mand something different from the focal 
company’s supply chain. Failing to obtain 
data regarding customer proﬁtability can 
lead to spending too much time and re-
sources on customers that are in fact un-
proﬁtable, while spending little time servic-
ing customers that are actually proﬁtable 
(Braithwaite & Samakh, 1998; Guerreiro et 
al., 2008). 
Lapide (2014) operates with the concept of 
“true customer proﬁtability”. He classiﬁes 
the total costs into three components: 
 
DET KAN DU LÆSE MERE OM
Hvordan identiﬁcerer du de rigtige kunder 
for din virksomhed?
 ❙ Hvilke skjulte omkostninger  
forekommer ofte? 
 ❙ Hvilke barriere er hyppigste for  
cost-to-serve?
 ❙ Hvilke fordele er der ved en successfuld 
cost-to-serve?
BY JAN STENTOFT, PROFESSOR AT DEPARTMENT OF 
ENTREPRENEURSHIP AND RELATIONSHIP  
MANAGEMENT, UNIVERSITY OF SOUTHERN  
DENMARK AND ASSOCIATE PARTNER AT 4IMPROVE 
AND CHRISTOPHER RAJKUMAR, PHD, SCIENTIFIC 
ASSISTANT AT DEPARTMENT OF ENTREPRENEURSHIP 
AND RELATIONSHIP MANAGEMENT, UNIVERSITY OF 
SOUTHERN DENMARK
Introduction
The principal objective for supply chain ex-
ecutives, is to operate and develop supply 
chains that could meet customers’ require-
ments and needs. Knowing which custom-
ers to work with and which not to work 
with is, however, not an easy task. Though 
it has been established by several authors, 
that this is the key element in obtaining 
overall proﬁtability for companies (Ryals 
and Knox, 2005; Homburg et al., 2008). In 
general, costs for servicing customers are 
called “cost-to-serve”. In this mini-survey, 
it means an understanding of the total cost 
of servicing customers, both at a custom-
er and at a product level so, one is able to 
evaluate whether the supply chain is de-
livering the appropriate levels of service to 
the customers. The cost-to-serve analysis 
provides unique insights into the true prof-
itability of the customers. Adjacent termi-
nologies to cost-to-serve are customer prof-
itability analysis (CPA) (Niraj et al., 2001), 
and life-time economic value analysis 
(Berger & Nasr, 1998). These are also meth-
ods used to classify 
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ure 1, the relevance score is over 4.0 on a 
5-point Likert scale (ranging from 1 “to a 
very low degree” to 5 “to a very high de-
gree”). This indicate a relatively high per-
ception of relevance. However, when asked 
about the companies practice with cost-to-
serve in terms of “true cost data” and cost-
to-serve analyses, the average scores fall to 
3.18 and 3.16. Thus, similar to other mini-
surveys, we have a gap between perceived 
importance of the topic and own practice. 
On an open question, the panel members 
have been asked about what kind of tools 
they use in cost-to-serve/customer proﬁta-
ble analyses. A condensed list is as follows: 
internal ABC analyses, power business in-
telligence tool, target BI for axapta, SAP, 
business warehouse, excel, web-portals, 
freight per costumer, order handling costs, 
order sizes, order frequency, shipment cost 
analyzes, travel expenses, rough ABC ana-
lyzes in spreadsheets, gross proﬁt margin 
pulled from ERP system and customer rela-
tionship management systems. 
Hidden costs
The panel members have been asked to 
evaluate to which degree they experience 
the presence of hidden costs associated 
with serving customers with products and 
services. As shown in Figure 2, the most 
appearing hidden costs are customer ser-
vice costs and stocking and handling costs 
with averages above 3.0. In other words, 
VARIOUS FORM OF HIDDEN COSTS AND THEIR PERCEIVED 
PRESENCE
Figure 2.  Source: The Danish Supply Chain Panel
Customer service costs
Stocking and handling costs
Inventory carrying costs
Customer order processing
Billing, collection and payment processing costs
Selling and marketing costs
Quality control and inspection costs
Order picking and order fulfilment
Accounts receivable and carrying costs
Wholesale service and quality assurance costs
1     2      3        4         5 
3.24
3.18
2.97
2.95
2.82
2.76
2.76
2.71
2.66
2.50
 ❙ Supply chain landed costs (product, trans-
portation and activity based costs)
 ❙ Program and service costs (e.g. vendor 
managed inventory, just-in-time manu-
facturing, special handling and packag-
ing, costs of promotions, new product 
launches, and trade marketing and co-
marketing programs)  
 ❙ Financial operation costs (costs associated 
with carrying inventories from before 
customer shipments until customer pay-
ments are received and costs incurred by 
an accounts receivable department to in-
voice and collect payments). 
Our experience is that there in many com-
panies often are trench warfare between 
sales and operations. Sales wants to offer 
as wide a product program as possible, and 
operations wants to prune the assortment 
and perhaps customer portfolio, to reduce 
complexity. Companies need what can be 
termed “an attractive assortment process”, 
which differ from just “an assortment pro-
cess” by a strong consciousness about its 
composition (Stentoft, 2015). The assort-
ment must be saleable and proﬁtable when 
considering the three total costs compo-
nents. Product development must develop 
products and services with the right value 
propositions and the supply chain must se-
cure effective and efﬁcient material, infor-
mation and ﬁnancial ﬂow. 
The panel members have ﬁrst been asked 
about the relevance of the present theme 
in this mini-survey. As can be seen in Fig-
RELEVANCE OF COST-TO-SERVE AND PERCEIVED PRACTICE
Figure 1.  Source: The Danish Supply Chain Panel
What is the relevancy of this
theme for your company? 4.08
1    2     3     4          5
To which degree do you find
 your company have the true
costs of your products/
services?
3.18
To which degree do your
company work with cost to 
serve/customer profitability
analyses?
3.16
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Another important beneﬁt is that cost-to-
serve also can bring important data to the 
table in negotiation processes with cus-
tomers. Again, this process stimulates fact-
based driven mindsets. Other beneﬁts are 
that the process could illustrate where pro-
cesses needs to be improved, and where re-
pricing must take place. 
As an example, a small Danish manufac-
turing company within business-to-busi-
ness recently implemented a Dynamics 
NAV system. The implementation also in-
cluded a shop ﬂoor module with time regis-
tration of employees and operations, setup 
times etc. This new system gave the com-
pany a new picture of the reality – and also 
revealing data about which products that 
were proﬁtable and which were not. Based 
on the new data, the company raised the 
price for some products to some custom-
ers, where the communication with the 
customers now are fact driven. For oth-
er products, they continued with the price 
even though it was not proﬁtable; but due 
to strategic reasons the customer was prof-
itable as a whole - “what you lose on the 
swings you gain on the roundabouts”. And 
ﬁnally, business with some customers were 
terminated as the customers could not af-
ford price raisings – and the company 
could not afford continue selling products 
with losses.
Product and customer pruning
Figure 4 shows gaps between perceived 
importance of continuously monitoring 
the practice is that customers are receiving 
extra services, which they do not pay for, 
and there might also be special demands 
for stocking and handling goods, which are 
part of the sales price. Mapping such hid-
den cost is often a healthy activity, so com-
munication between sales and operations 
can be more fact driven instead of being 
driven by emotions.  
Beneﬁts of cost-to-serve
As with many other business initiatives 
one has to make at least simple cost-bene-
ﬁt calculations in order to evaluate wheth-
er the investment in the form of time con-
sumption, and out of pocket money match 
the beneﬁts it will deliver. Therefore, we 
have asked the panel members to evaluate 
a number of predeﬁned beneﬁts, and also 
to evaluate their current practice. Figure 3 
shows that a beneﬁt of improving customer 
proﬁtability obtains the highest average at 
3.82 for importance, and 3.26 for their cur-
rent practice. The second highest is “pro-
tecting existing highly proﬁtable custom-
ers”. In other words, a structured cost-to-
serve approach can avoid cutting proﬁtable 
products and customers.

BENEFITS OF COST-TO-SERVE – IMPORTANCE AND 
PERCEIVED PRACTICE
Figure 3.  Source: The Danish Supply Chain Panel
Improve customer profitability - importance
Improve  customer profitability - current practice
Protecting existing highly profitable customers - importance
Protecting existing highly profitable customers - current practice
Negotiate terms with major customers - importance
Negotiate terms with major customers - current practice
Improve processes - importance
Improve processes - current practice
Repricing expensive services, based on cost to-serve - importance
Repricing expensive services, based on cost to-serve - current practice
Improve pricing methodology - importance
Improve pricing methodology - current practice
Negotiating win-win relationships that lower service costs to
co-operative customers - importance
Negotiating win-win relationships that lower service costs to
co-operative customers - current practice
Test alternative distribution modes/service - importance
Test alternative distribution modes/service - current practice
1     2      3         4   5 
   
3.82
3.26
3.68
3.26
3.68
3.24
3.61
3.08
3.61
2.84
3.39
3.08
3.39
2.92
3.29
2.76
Attempting to capture high-profit customers from competitor - importance
Attempting to capture high-profit customers from competitor - current practice
Conceding permanent loss customers to competitors - importance
Conceding permanent loss customers to competitors - current practice
Discounting to gain business with low cost to-serve customers - importance
Discounting to gain business with low cost to-serve customers - current practice
3.26
2.84
2.95
2.50
2.84
2.45
IMPORTANCE AND PERCEIVED PRACTICE OF PRODUCT 
AND CUSTOMER PRUNING
Figure 4.  Source: The Danish Supply Chain Panel
To which degree is it important for your company 
to continuously optimizing your product and 
service portfolio (removing non-profitable 
products from the portfolio)? - importance
To which degree is it important for your company 
to continuously optimizing your product and 
service portfolio (removing non-profitable 
products from the portfolio)? - current practice
To which degree is it important for your company 
to continuously optimizing your portfolio 
(removing non-profitable customers from the 
portfolio)? - importance
3.84
2.95
1      2    3        4           5
2.32
To which degree is it important for your company 
to continuously optimizing your portfolio 
(removing non-profitable customers from the 
portfolio)?- current practice
2.45
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the product and customer portfolios and 
the actual practice with these tasks. Prod-
uct pruning activities receive higher aver-
age scores than customer pruning activi-
ties, which might be due to the fact that 
it is often less sensitive to prune products 
than customers. Customer pruning activi-
ties as practiced, only receive an average of 
2.45, whereas it is 2.95 for product prun-
ing. Dialogue between sales and operations 
planning is needed in order for silos to be 
teared down and processes established with 
a common language (Stentoft et al., 2016). 
Barriers for cost-to-serve
In line with conducting cost and bene-
ﬁt analyses for implementing cost-to-serve 
techniques and processes, it is also valu-
able to be aware of potential barriers for 
making it a reality. The panel were asked to 
mark up to three barriers from a predeﬁned 
list of 11 barriers (see Figure 5). The barri-
er obtaining the highest number of marks 
is ‘lack of data transparency’. Many com-
panies have much data; but is it the right 
data? Data might also be stored in sub-sys-
tems that are not integrated. Then follows 
“data extraction is too difﬁcult” and “too 
few resources” followed by “lack of data 
comprehensiveness”.  
Conclusion
This article has reported on a mini-survey 
about the cost-to-serve approach. The sur-
vey shows that the concept is being per-
ceived relevant, albeit its practical applica-
tion halt behind. The most hidden costs 
reported by the panel, are customer service 
costs and stocking and handling costs. Top 
three reported beneﬁts of cost-to-serve are 
improved customer proﬁtability, protecting 
existing highly proﬁtable customers, and 
betterment of the foundations for negotia-
tions with major customers. The panel also 
report on the importance of pruning both 
products and customers; however, aver-
age scores for their practice are substantial 
lower than the scores for the perceived im-
portance. The top reported barrier to work 
with cost-to-serve is lack of data transpar-
ency, followed by difﬁculties with extract-
ing data; too few resources; and lack of data 
comprehensiveness. As with the other mi-
ni-surveys, this paper is based on basic sta-
tistic with averages numbers from panel 
data. They do by no means illustrate “the 
truth” but provide some indications about 
the cost-to-serve phenomenon among the 
panel members that one can reﬂect upon 
in own practice. If this paper has stimulat-
ed to begin analyzing cost-to-serve, we can 
recommend using basic mapping exercis-
es of the current value-added process steps, 
and the different solutions that are provid-
ed to customers. The analysis will beneﬁt if 
being conducted by cross-functional teams. 
Such processes can reveal chocking results 
that call for changing ongoing practice to 
make the businesses proﬁtable. 
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BARRIERS FOR COST-TO-SERVE
Figure 5.  Source: The Danish Supply Chain Panel
Lack of data transparency
Data extraction to difficult
Too few resources
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Silo mentality
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Not fed into Business Strategy
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Cost to Serve not done well first time
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VIL DU SIDDE MED I DET 
DANSKE SUPPLY CHAIN PANEL?
Panelet er gratis, og der sidder i dag over 
100 ledende SCM-folk med. 
Som medlem modtager du ﬁre surveys om 
året, og du får tilsendt alle resultater til ben-
chmarking.
Panelet sætter i 2018 fokus på:
 ❙ Corporate Social Responsibility
 ❙ Leadership and management of supply 
chains
 ❙ Supply chain design
 ❙ Performance management in supply 
chains
Vil du være med? Så kontakt os på  
mail@dilf.dk
Hurtigere, bedre, billigere. De stigende krav til den
moderne interne logistik kan kun klares gennem 
effektive processer. Hos SSI SCHÄFER har vi speciﬁk 
branche-knowhow og vi leverer ﬂeksible totalløsnin-
ger, som passer til dine behov.
+45 3253 1444 - ssi-schaefer.com
ER I KLAR TIL AT HÅNDTERE
FREMTIDEN? 
